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Europe and the World Economy 


The rate of economic expansion in Western Europe 
increased further in 1960; total output for the whole 
area rose by some 6.5 per cent, compared with a rise 
of about 4 per cent in 1959. The expansion during 
the latter year had been sustained mainly by a consid- 
erable increase in export demand, but in 1960, while 
exports continued to rise, the increase in domestic 
demand, and especially in private investment, was the 
chief element behind the rate of growth achieved. The 
buoyancy of domestic demand put increasing pressure 
on available resources and led to the largest increase in 
imports since the Korean war. It also contributed to a 
tightening of the labor market, and by the end of 1960 
labor scarcities, particularly in the building and engi- 
neering industries, were reported. Despite these symp- 
toms of strain, prices remained relatively stable in 1960, 
and increases in wage rates appear to have been gen- 
erally offset by gains in productivity. By the end of the 
year, some countries feared a rapid rise in prices. In the 
Economic Survey of Europe in 1960, the Secretariat of 
the UN Economic Commission for Europe warns gov- 
ernments that, in the present condition of labor scarcity, 
attempts at checking domestic demand and preventing 
a wage-price spiral by relying excessively on credit 
restraint would probably, as in the period 1955-58, re- 
tard the growth of output and fail to keep prices stable. 

The gold and foreign exchange reserves of most 
countries of Western Europe increased in 1960. There 
were large movements of private short-term capital, 
which put strain mainly on the dollar. These move- 
ments were caused partly by speculation in favor of 
the deutsche mark and gold against the dollar, and 
partly by the differential between interest rates in 
Western Europe and in the United States, brought 
about by reliance on monetary policy for domestic 
purposes in divergent domestic economic conditions 
Discussing the effects of discount rate policy on external 
equilibrium, the Economic Survey states that the policy 
pursued in the United Kingdom was likely, in principle, 
to have had favorable consequences on the U.K. balance 
of payments, but that in the United States and Germany 
an active domestic interest rate policy had induced 
disequilibrating short-term capital movements. 

To minimize the external difficulties that may result 
from an active discount rate policy, the monetary 
authorities may envisage having recourse (1) to ex- 
change controls, to prevent short-term capital move- 
ments—but the postwar experience has shown how 


difficult it is to enforce these effectively; or (2) to a 
widening, to 3 to 5 per cent, of the margins within 
which exchange rates are permitted to move; or (3) to 
a weakening of the link between domestic interest rates 
and the international money markets through measures 
like those taken in 1960 by the Federal Republic of 
Germany, Switzerland, and the United States. However, 
the latter approach also ran into practical difficulties, 
as it is believed that the measures taken by the German 
and Swiss authorities in June and August 1960 (see 
this News Survey, Vol. XII, pp. 382 and 470) contrib- 
uted to the larger flows of speculative funds to London 
in the summer of 1960, and to the gold price upsurge 
in October. 

The Economic Survey concludes on this topic that 
an active domestic interest rate policy will practically 
always create unavoidable difficulties in external equi- 
librium through induced short-term capital movements. 
Even to preserve or achieve internal equilibrium this 
policy should be treated as an adjunct to, and as a 
support of, direct measures of liquidity control and 
budgetary impositions. 


Trade Needs of Less Developed Countries 


The Economic Survey also contains a preliminary 
study of the prospective consequences for both Western 
and Eastern Europe of a substantial increase in exports 
from less developed countries, resulting from the need 
to finance the large increase in imports required for 
their development. For the purpose of this study, the 
less developed countries are deemed to include all 
countries of Latin America, Africa, and Asia (exclud- 
ing Mainland China, North Korea, North Viet-Nam, 
and Mongolia). 

On the assumptions of an average annual increase 
of 3 per cent in income per capita and an import 
elasticity of 0.85, the imports of the less developed 
countries should increase from $22.5 billion a year in 
1957-59 to about $60 billion in 1980. Capital aid 
provided by the industrialized countries may well in- 
crease proportionally with imports, i.e., from an average 
of $3.5 billion a year in 1957-59 to $10 billion in 1980. 
Under these conditions, the problem for the less devel- 
oped countries will be to increase their exports from 
some $19 billion a year in 1957-59 to $50 billion 
in 1980. 


It is estimated that exports of primary commodities 


(excluding petroleum) to 


Western Europe, North 





170 


America, and Japan will increase from $12 billion a 
year in 1957-59 to about $20 billion in 1980, and that 
such exports to Eastern Europe, the Soviet Union, and 
the less developed countries will not rise above, say, 
$15 billion by 1980. Thus, to finance their import 
requirements, developing countries will need to increase 
their exports of manufactures from $2 billion a year in 
1957-59 to at least $15 billion in 1980. Of these 
exports, two thirds could be absorbed by trade among 
the developing countries themselves, expanding trade 
with the eastern trading area, and exports to the devel- 
oped countries outside Europe. Exports of manufac- 
tures from less developed countries to Western Europe 
should then reach $5 billion by 1980. 


Such an increase in exports of manufactures implies, 
for the developing countries, an effort to expand manu- 
facturing capacity enough to provide, in addition to 
industrial production for the domestic market, an eight- 
fold to tenfold increase in exports of manufactures; for 
the developed countries, it implies a need to adapt their 
pattern of foreign trade and, to some extent, their 
domestic industrial structure. A reorientation of the 
economic and trade policies in Western Europe is at 
present under way within the framework of the Euro- 
pean Economic Community (EEC) and the European 
Free Trade Association (EFTA); this should be 


effected with the trade needs of the less developed 


countries in mind. 


In order to stimulate developing countries to create 
and expand industries which export manufactures, the 
Western European countries should (1) reduce cus- 
toms tariffs on certain processed materials, such as 
cocoa powder, paste, etc., and on some finished manu- 
factures, such as textiles and leather goods; (2) elimi- 
nate, as soon as possible, discrimination against im- 
ports of manufactures from Japan and Hong Kong; 
(3) gradually remove informal restrictions on imports 
of “cheap labor” manufactures, notably through meas- 


Gold Sales 


Bullion dealers in London have reported that U.S. 
holdings of gold outside the United States appear to 
have been dispersed gradually in recent months in 
compliance with the Presidential order requiring that 
U.S. residents sell their overseas gold holdings by 
June 1, 1961 (see this News Survey, Vol. XIII, p. 16). 
There was no last minute rush or flurry of sales in the 
world gold markets. Estimates of the value of such 
holdings of gold in the form of bars physically located in 
Canada and Europe have varied between $100 million 
and $250 million. Informed sources attributed some of 
the hoarding to foreign subsidiaries of U.S. corpora- 
tions, as well as to individuals. There is no way of 
knowing how effective the government order has been. 
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ures to facilitate the movement of resources out of 
uncompetitive domestic industries; and (4) adapt the 
preferential treatment granted to associated territories 
so as to benefit not only their short-term export pros- 
pects for traditional commodities but also their long- 
run economic development and industrialization. 


The Economic Survey remarks that if the Western 
European countries wish to help the developing coun- 
tries, they can do so, without significant risk to their 
own industries in the short run, by abolishing all tariffs 
and restrictions on imports of manufactures from 
developing countries. At the least, each industrial 
country of Western Europe might agree, as a realistic 
gesture of immediate aid, to abolish tariffs and import 
restrictions on imports of manufactures from individual 
underdeveloped countries which do not, in any one 
year, exceed a certain proportion (say, 3 or 5 per cent) 
of total imports in the previous year in that commodity 
group. Such a concession would provide the kind of 
help that is needed to overcome the special “infant 
industry” disadvantages attaching to industrial export 
production in developing countries. It might also 
suffice to attract some overseas private capital and 
technical know-how into manufacturing projects in 
less developed countries without thereby seriously 
threatening domestic producers in competing industrial- 
ized countries. In the long run, a move of this kind 
would assist the industrial countries to adjust their 
domestic industrial structure to the gradual industrial- 
ization of the now less developed world. It would also 
be of benefit to both the advanced and developing 
countries, as it would contribute to a pattern of world 
trade that would be more in line with opportunities for 


international specialization on the basis of comparative 
advantage. 


Source: Economic Commission for Europe, Economic 


Survey of Europe in 1960, Geneva, Switzer- 
land, 1961. 


Reliable sources in London estimate the movement 
of Russian gold to the West in the last three months at 
about 6 million ounces, equivalent to $210 million; 
one bullion trader put it at 8 million ounces ($280 mil- 
lion). The Soviet Union uses gold to pay its trade 
deficits with the Western world. Although confirma- 
tion is lacking, gold experts in London and New York 
believe that some of the Russian gold may have origi- 
nated in Mainland China, which is troubled with pay- 
ments difficulties and has been selling silver on the 
London and continental markets—some $17 million 
so far this year, according to one estimate. 


Bullion dealers also report that the Bank of England 
has been making unusually heavy sales of newly mined 
gold from South Africa in the London market. Accord- 
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ing to a South African Reserve Bank report, these 
sales amounted to $140 million in the first three 
months of this year, compared with $86 million in the 
first quarter of 1960. It is believed that, in addition, 
the Bank of England has sold directly to European 
central banks a quantity of South African gold which 
did not go through the London market. 

The price of gold in London on May 31 was quoted 
at $35.065 per fine ounce. 
Source: The Wall Street Journal, New York, N.Y., 

June 1, 1961. 


Sterling Area Reserves 


The gold and convertible currency reserves of the 
sterling area declined by £16 million in May, following 
a decline of £26 million in April. This was the first 
published reserve loss in May for ten years. In the first 
five months of 1961 the reserves have fallen by 
£117 million. As in previous months, the official figures 
understate the true decline in the reserves. 

In May, the main support for the reserves came 
from Australia’s $175 million drawing on the Inter- 
national Monetary Fund, of which $145 million was 
drawn in non-sterling currencies (see this News Survey, 
Vol. XIII, pp. 128 and 168). A large proportion of 
this drawing was temporarily deposited in London. 
It is certain that some of these funds were used to 
repay part of the assistance granted to the United 
Kingdom by European central bankers under the Basle 
agreements. The greater part of this assistance has yet 
to be repaid, and the Financial Times suggests that 
further help will probably be necessary until more 
permanent arrangements can be made for the United 
Kingdom, through the International Monetary Fund 
or on a European basis. 

The underlying movement of the reserves in May is 
known to have been much the same as in April. In 
view, however, of the fall in the sterling exchange rate 
and the growing international discussions of the pros- 
pects for sterling, the rate of outflow may well have 
accelerated a little toward the end of the month. 

It can be taken for granted that a little more of the 
“hot money” that came to London in 1960 has flowed 
out again, and that this has aggravated the trading 
deficit of the United Kingdom and sterling area at what 
is usually a favorable time of the year for sterling. 
Source: The Financial Times, London, England, 

June 3, 1961. 


Europe 


Regional Pattern of U.K. Exports 
Between 1955 and 1960 total U.K. exports increased 
from £748 million a quarter to £919 million a quarter, 


an increase of 23 per cent. Exports to the sterling area, 
which in 1955 had been £349 million a quarter, con- 


tributed only £13 million to this increase; their propor- 
tion of the total therefore declined from 46 per cent 
in 1955 to 39 per cent in 1960. Exports to countries 
of the European Free Trade Association increased by 
£21 million, to £99 million in the same period, leaving 
the proportion of total exports to that area virtually 
unchanged. Sales to North America and countries of 
the European Economic Community (EEC) in the 
same period showed increases larger both absolutely 
and proportionately; exports to North America in- 
creased by £55 million, to £141 million (from 11 per 
cent of the total in 1955 to 16 per cent in 1960), and 
exports to members of the EEC increased by £35 mil- 
lion, to £140 million, their proportion increasing by 
| per cent. 

Source: The Times, London, England, May 12, 1961. 


U.K. Employment Situation 


In May 1961 there were 299,000 people out of 
work in the United Kingdom, 41,000 fewer than in the 
previous month. Unemployment usually falls at this 
time of the year, and the drop of 58,000 since mid- 
February in the numbers wholly unemployed, excluding 
those leaving school, was exactly what would have 
been expected seasonally. The underlying trend in 
unemployment is no longer downward; it has leveled 
off at a little below the average for the last 12 years 
and is at about the same level as in the autumn of 1957, 
the outset of the recession. 

The demand for labor is, however, increasing. In 
May there were 354,000 unfilled vacancies notified to 
labor exchanges, some 63,000 more than in February, 
although the usual increase in these months is about 
40,000. This lends support to the view that from now 
on output should rise. The argument is that, although 
demand rose appreciably in the first quarter, output 
did not react because of the lower rate of stockbuilding, 
but that now the effect of this is probably over. 
Source: The Economist, London, England, June 3, 

1961. 


Economic Developments in Ireland in 1960 


Ireland’s gross national product increased, in real 
terms, by 4 per cent in 1960, compared with an increase 
of 3 per cent in 1959. The expansion in these first 
two years of the revised Programme for Economic 
Expansion contrasts with an annual growth rate of 
only | per cent in the preceding decade. The Irish 
Minister of Finance, in his budget speech in the Dail on 
April 19, 1961, commented that these facts, together 
with the indications for 1961, showed that a progressive 
expansion of the economy was now under way. 

At current prices, gross national product in 1960 was 
42 per cent above that in 1959, totaling £649 million. 
Personal expenditure increased by 5 per cent, to 
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£483 million, and net expenditure by public authorities 
also rose by 5 per cent, to £69 million. Gross fixed 
capital formation expanded by well over 8 per cent, 
from £85 million to £92 million, and accounted for 
14 per cent of gross national expenditure in 1960. 
The increase in inventories was £6 million, compared 
with £21 million in the year before. 

Gross agricultural output increased in volume by over 
4 per cent and in value by approximately £3 million, 
to £191 million. Total cash incomes of farmers were, 
however, £16 million larger than in the preceding year, 
as the increase in livestock—part of which had been 
retained as an addition to herds in 1959—was fully 
disposed of in 1960. Together with an increase in 
exports of live cattle, this represented more than 
£14 million of the increase in gross farm incomes. 

In manufacturing, which accounts for some 95 per 
cent of total industrial net output, a record level of 
production was reached, its volume having grown by 
7 per cent. The increase was due both to a greater 
number of workers and to higher output per person; the 
latter partly reflects the coming into operation of new 
industries with a high net output per worker, such as 
the oil refinery at Cork. An ample supply of labor, 
together with tax exemptions on profits earned on new 
industrial exports, have constituted an incentive to 


foreign capital investments in Ireland, and about 


30 new firms, which were partly foreign-owned, com- 
menced production in 1960, compared with 15 in 1959 


Largely as a result of employment opportunities 
offered by the expansion of industry, the increase in 
nonagricultural labor in 1960 fully offset the decline 
in the number of farm hands, for the first time 
since 1954. Owing to this, and to continued emigra- 
tion, unemployment, which has been declining since 
1957, was reduced further in 1960, averaging 6.7 per 
cent of the insured labor force, compared with 8.0 per 
cent in 1959. 


Domestic prices increased somewhat in 1960; the 
consumer price index showed an increase of 22 per 
cent over the year, whereas wholesale prices rose by 
less than 4% per cent. Import prices rose, however, 
by 3 per cent; and as this coincided with a decline 
of 3 per cent in export prices, Ireland’s terms of trade 
deteriorated by nearly 6 per cent in 1960. Nevertheless, 
the balance of payments on current account (goods, 
services, and donations) showed a marked improve- 
ment. This was due largely to an increase in exports, 
from £131 million to £152 million, which more than 
offset the simultaneous rise in the value of imports 
from £213 million to £226 million. Net receipts on 
account of most invisibles were also larger than in 1959, 
particularly income from tourism, but there was an 
offsetting decline in net receipts on account of certain 
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unidentified current items. The decrease in the current 
account deficit from £8.7 million in 1959 to £0.8 mil- 
lion in 1960 was thus mainly due to the improvement 
in the balance of trade. Capital movements, which in 
1958 and 1959 had resulted in heavy net inflows of 
funds (£17.2 million and £13.0 million, respectively ), 
largely canceled out in 1960, the inflow being reduced 
to £0.6 million. Consequently, Ireland’s net external 
assets changed only fractionally from the end of 1959 
to the end of 1960, when they totaled £209.9 million. 

The Exchequer accounts for the fiscal year ended 
March 31, 1961 showed a small current budget deficit 
(£0.7 million); this compared with a surplus of 
£1.2 million in the previous year. Current expenditure 
totaled £139.6 million, £10.9 million more than in 
1959-60, while current revenue rose by £9.0 million, 
to £138.9 million, mainly as a result of higher receipts 
from income taxes and excise duties. Capital outlay, 
at £45.7 million, was £9.2 million higher than in 
1959-60, owing chiefly to an increase in the Govern- 
ment’s expenditure within the Programme for Economic 
Expansion; at £40.4 million, this expenditure consti- 
tuted approximately 80 per cent of the total outlay 
on the Programme in 1960-61. One third of the Gov- 
ernment’s capital expenditure was financed through the 
1960 National Loan, the proceeds of which amounted 
to £14.8 million, while sales of Exchequer bills 
acounted for £6.9 million, of which more than one half 
was taken up by the public. Security sales by depart- 
mental funds, prize bonds, and small savings were the 
other main sources of capital finance. 

The budget for the fiscal year 1961-62 shows current 
revenue and expenditure to be in balance, at £143.6 mil- 
lion; the estimated increases from the level of 1960-61 
are, for expenditure, approximately 3 per cent and, for 
revenue, 3%2 per cent. Total capital outlay, at 
£45.6 million, is practically unchanged from 1960-61. 
The Government’s contribution to the Programme for 
Economic Expansion, however, will increase further, 
by £3.5 million to £43.9 million, other government 
capital outlays being sharply reduced. In accordance 
with the Government’s policy that the finance required 
for national development must be raised from domestic 
resources, the funds needed in 1961-62 are to be found 
in much the same way as in 1960-61. 


Sources: Financial Statement of the Minister of Finance 
to the Dail, April 19, 1961, and Central 
Statistics Office, Economic Statistics Issued 
Prior to the Budget 1961, Dublin, Ireland. 


New Norwegian Bank Law 

The Norwegian Parliament last week approved a 
new Act on Savings and Commercial Banks, after 
considerable opposition had been expressed to the 
extension of government control over the banks. Earlier, 
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the Norwegian Bank Association, the Federation of 
Industries, and several business organizations had 
strongly objected to some of the revisions proposed by 
the Bank Committee. 

Under the new law, the Government will appoint 
one fourth of the members on the Board of Representa- 
tives of every commercial bank that has funds in excess 
of NKr 100 million. Municipal councils are given 
the right to elect at least one fourth of the members and 
alternates on the Board of Trustees of every local 
savings bank. 

The Act contains specific measures designed to im- 
plement the principle that banking policies should be 
based on social as well as on economic and financial 
considerations. Henceforth, Parliament is to receive 
annual reports on the activities of commercial banks, 
and the control committee of each commercial bank will 
be expected to ensure that approved monetary and 
credit policies are followed by the bank. 

Arbeiderbladet, the main organ of the Labor Party, 
observes editorially: “Today, state banks handle about 
40 per cent of all bank loans in Norway. Guidelines for 
the activities of commercial banks are worked out in 
cooperation with public authorities. There are agree- 
ments providing a framework for credit policies. The 
Joint Consultation Council, comprising representatives 
of public authorities and private credit institutions, has 
become an important organ.” 

“The new bank laws,” concludes Arbeiderbladet, 
“are based on developments which have taken place 
in recent years and carry them a step further.” 


Source: Norwegian Information Service, News of Nor- 
way, Washington, D.C., May 25, 1961. 


Reasons for Higher Interest Rates in Denmark 


In a speech made after the increase in the Danish 
discount rate on May 23 (see this News Survey, 


Vol. XIII, p. 155), the Governor of the National 
Bank, Mr. Svend Nielsen, pointed to two consequences 
of the recent increase in wages: first, a substantial 
increase in demand for consumer goods; second, an 
increase in the Danish cost level, which would reduce 
the competitive ability of Danish industry. Even if 
wages were also increasing in other countries, Denmark 
had recently taken a lead in this direction, which it 
could not afford. Before long Denmark might be faced 
with unemployment in those industries most exposed 
to foreign competition. 


The Governor stressed that Denmark was faced with 
weakened competitive power, loss of reserves, and 
domestic inflation. This combination of dangers could, 
to some extent, be avoided by a tighter fiscal policy; at 
the present time, however, the budget surplus was being 
undermined and the general view was that a resumption 


of fiscal stringency could not be expected before the 
autumn. Therefore, the Governor continued, monetary 
policy had once more to shoulder the burden. 


Unfortunately, the constraining effect of the budget 
surplus had been offset by the rapid expansion of bank 
lending, which had continued this year despite the 
reduction in the banks’ liquidity. A further expansion 
of bank advances would be undesirable, as it could 
only permit the development of excess demand and 
the creation of a deficit in the balance of payments. 
It was for this reason that the National Bank had raised 
the discount rate from 5% per cent to 6% per cent, 
and subsequently increased its lowest lending rate from 
6 to 7 per cent and its highest from 7 to 7/2 per cent. 
The interest rate on deposit certificates, which had 
remained unchanged at 4 per cent since May 18, 1960, 
had been raised to 4% per cent. 

Sources: Bgrsen, Copenhagen, Denmark, May 24 and 
26, 1961. 


New German Credit Measures 


With effect from June 1, 1961, the Central Bank 
Council of the Deutsche Bundesbank reduced the 
minimum reserve requirements in respect of domestic 
deposits by 10 per cent of their level in October 1959. 
For sight and time deposits the new rates amount to 
125 per cent of the October 1959 level; for savings 
deposits to 120 per cent. Related to their level in May, 
therefore, the reduction is about 7% per cent. 


Source: Deutsche Bundesbank, Press Release, Frank- 
furt am Main, Germany, May 30, 1961. 


Fiscal Policy in the Netherlands 

The Netherlands Minister of Finance recently in- 
formed Parliament that the continuing boom conditions 
in the country’s economy do not permit the implemen- 
tation of the conditional income tax and company tax 
reductions which, depending upon the evolution of the 
economic situation, it was proposed to introduce from 
July 1 (see this News Survey, Vol. XII, p. 540). 
Productive resources are fully employed and in most 
sectors of industry order books are filled for months 
ahead. A further increase in output is made difficult 
by the existing shortage of labor; at the end of 
April 1960 there were only 33,000 registered unem- 
ployed, which is barely 1 per cent of the labor force, 
and on the same date there were 112,000 unfilled 
vacancies. 

The Government is following anticyclical fiscal and 
monetary policies which, so far, have maintained in- 
ternal equilibrium and avoided price increases, not- 
withstanding the substantial wage increases that took 
place in 1959-60. It is, however, of the opinion that 
tax reductions now would endanger this equilibrium 
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and that the ensuing inflationary pressures would 
threaten to destroy the results of the socio-economic 
policies followed so far. 


Nevertheless, the Government reiterates its desire to 
realize a gradual reduction of the over-all burden of 
taxation in the years ahead. Total tax proceeds in the 
Netherlands have averaged about 25 per cent of the 
national income at market prices over the last few years, 
and, at present, tax revenues are increasing at a faster 
rate than the national income. It is expected that the 
existing pressures on the economy may recede some- 
what in the near future, when the effects of the recent 
revaluation of the guilder and of the fiscal measures 
directed against investment (see this News Survey, 
Vol. XIl, p. 556) will make themselves increasingly 
felt. Definite proposals for a reduction of taxes on wages 
and incomes will, therefore, be introduced in Parlia- 
ment before the end of 1961. At the same time, the 
Government will reconsider whether a reduction of 
company taxes would be possible. 

Source: Nieuwe Rotterdamse Courant, 
Netherlands, May 17, 1961. 


Rotterdam, 


Africa 
U.S.S.R. Credit and Grants te Somalia 


On June 2, 1961, the Soviet Union agreed to grant 
the new African nation of Somalia a long-term credit 
of 47 million rubles (officially valued at $52.1 million) 
to be used mainly for industrial and agricultural devel- 
opment; and to build free of charge two hospitals, a 
school, a printing plant, and a radio station. 


Somalia, composed of territories on the East African 
horn formerly administered by the United Kingdom and 
Italy, became independent last July 1. 

Source: The Washington Post, Washington, D. C., 
June 3, 1961. 


Far East and Australasia 


Financial Assistance for India’s Third Five Year Plan 


The Consortium of Governments and Institutions 
interested in development assistance to India resumed 
its discussions in Washington from May 31 to June 2. 
The meeting was attended by representatives of the 
Governments of Canada, the Federal Republic of Ger- 
many, Japan, the United Kingdom, and the United 
States, and by representatives of the International Bank 
for Reconstruction and Development and the Interna- 
tional Development Association. France joined the 
Consortium as a member during the meeting. The 
Governments of Austria, Denmark, Norway, and 
Sweden and the International Monetary Fund sent ob- 
servers. 


The Consortium expressed itself as encouraged by 
the economic progress made by India during the Sec- 
ond Five Year Plan and as recognizing the importance 
of maintaining the momentum of India’s development. 
It considered that, in relation to India’s needs, the 
broad objectives of the Third Five Year Plan (1961- 
66) were reasonable, that the Plan itself was well con- 
ceived, and that India had demonstrated a capacity 
to make effective use of foreign aid. 

The Consortium reviewed India’s external financial 
requirements for the period of the Third Plan and con- 
sidered what additional aid should be committed by its 
members during the first two years of the Plan. The 
commitments, subject as appropriate to legislative ac- 
tion or other necessary authorization, that were indi- 
cated at the meeting are shown in the accompanying 
table; they relate to the fiscal years ending March 1962 
and March 1963. 


Apr. 1961- Apr. 1962- 
Mar. 1962 Mar. 1963 
(million U.S. dollars) 
Canada 28 28 
France 15 15 
Germany 225 139 
Japan 50 30 
United Kingdom 182 68 250 
United States 545 500 1,045 
IBRD and IDA 250 150 400 


Total 


Total 1,295 930 


2,225 


In addition to the above commitments, Germany 
undertook to make $61 million available in 1963/64- 
1965/66. The United States has already undertaken 
to assist India’s Third Plan by making available surplus 
commodities in the amount of about $1,300 million. 
India is also receiving grants of wheat from Canada. 


Estimated disbursements of aid under the foregoing 
commitments, together with other funds likely to be 
available to India (including a substantial carry-over of 
aid committed by members of the Consortium during 
the Second Plan), should approximately cover India’s 
prospective balance of payments deficit for 1961-62 and 
go a long way toward covering the deficit in the follow- 
ing year. 

Stress was laid at the meeting on the need for aid to 
be extended in a form which would add as little as 
possible to India’s foreign exchange repayment obliga- 
tions, and the members of the Consortium undertook to 
give due consideration to this point in deciding the 
terms on which aid would be made available. 


It was understood that the commitment indicated 
for the United States in 1962-63 was related to the 
prospects for additional aid commitments by other 
countries which are already members—or might sub- 
sequently become members—of the Consortium, in 
amounts which would raise the total contributions of 
these countries in that year to a level comparable with 
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the proposed U.S. contribution. It was agreed that the 
member Governments and Institutions, together with 
such other Governments as might be prepared to partici- 
pate, should meet again in the autumn of 1961 to review 
the position and to consider what further resources 
might be made available. 


Source: International Bank for Reconstruction and 
Development, Press Release, Washington, 
D.C., June 2, 1961. 


Trade and Payments Agreement Between 
China (Taiwan) and Japan 


On May 23, China (Taiwan) and Japan signed a 
trade and payments agreement providing for bilateral 
trade to the value of US$70 million in each direction 
for the year beginning April 1, 1961. Beginning Octo- 
ber 1, 1961, all transactions will be effected in U‘S. 
dollars or other agreed convertible currencies, instead 
of through the present open account. The account, 
however, will be kept open until the end of March 1962, 
when all amounts outstanding are expected to be set- 
tled. The Japanese Government will undertake to ease 
the extension of credits by Japanese banking institu- 
tions to exporters and importers in both countries. The 
new agreement will remain in force for one year, and 
will be extended automatically for a further year, unless 


written notice of termination is given by either party 
three months before its expiration. 


Sources: Chinese News Service, Free China Weekly, 
New York, N.Y., May 31, 1961; Nihon 
Keizai Shimbun, Tokyo, Japan, May 23, 


1961. 


Korea-Japan Open Account 


On April 22, 1961, the Governments of Korea and 
Japan reached an agreement on the settlement of the 
outstanding balance in the clearing account existing un- 
der the bilateral payments agreement between them. 
At the end of January 1961 Korea had a debit balance 
of $45.7 million, and the two Governments agreed to 
give due consideration to the earliest possible settle- 
ment of this amount. Meanwhile, the Korean Govern- 
ment agreed to make payments on the tenth day of each 
month covering any excess over $45.7 million out- 
standing on the last day of the preceding month, sub- 
ject to immediate settlement of the excess if at any time 
it is more than $2 million. Also, the Japanese Govern- 
ment agreed to take appropriate measures to import 
more Korean products in pursuance of its general policy 
of liberalization of foreign trade and exchange controls. 
The two Governments also agreed to consult each other 
with a view to terminating at the earliest possible date 
the existing bilateral payments agreement and intro- 
ducing cash settlements for current transactions. 


Source: Dong-A II Bo, Seoul, Korea, May 16, 1961. 


Financial Outlook for Australia 


In a White Paper issued on May 31, the Federal 
Treasury has forecast that Australia would move closer 
to economic stability in the next financial year—begin- 
ning July 1, 1961—than at any time since World War 
II. The year would begin with overseas reserves suffi- 
cient to meet any probable demands, and, over the year 
as a whole, Australia’s external financial position would 
be in much better balance. 


With the prospect of more favorable business condi- 
tions abroad, the outlook for export earnings next year 
seemed rather better than in the current year; one of 
the underlying factors was that Australia’s big cus- 
tomers, Western Europe and Japan, were holding sub- 
stantial monetary reserves and could pursue policies 
designed to keep their economies fully employed. Fur- 
thermore, there were signs that the downward trend if 
commodity prices might have ended and there might 
be a halt in the decline of Australia’s terms of trade, 
with possibly some upturn. In addition to an expected 
increase in the coming season in the average price for 
wool, Australia seemed assured of a large wool clip. 
Grain exports were not likely to reach the high level of 
the current year, but other Australian products should 
benefit from greater overseas demand. 


Continued assistance to the balance of payments 
could be expected from a capital inflow. Also, there 
seemed little doubt that imports in 1961-62 would be 
well below the amount for the current year, if only be- 
cause of the present level of stocks; in addition, it could 
be expected that demand both for finished goods and for 
equipment and supplies for industry would be lower in 
1960-61. 


In conclusion the Treasury repeated that, while poli- 
cies even more flexible than hitherto might be necessary 
in 1961-62 to maintain stable and balanced economic 
growth, the stability of costs and prices remained the 
central goal of government policy. 

Source: The Financial Times, London, England, June 1, 
1961. 


Establishment of Monetary and Economic Council in New Zealand 

The Prime Minister of New Zealand, the Right Hon. 
K.J. Holyoake, announced on April 25, 1961 the 
establishment of a permanent Monetary and Economic 
Council, with complete independence and freedom 
from political control and with an independent secre- 
tariat. 

The Council will have the right to publish its reports. 
Its terms of reference are as follows: (1) It shall be 
the main function of the Council to report periodically 
to the Minister of Finance on the extent to which price 
stability, economic growth, full employment, and 
higher living standards are being achieved, and to rec- 
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ommend both short-term and long-term measures which 
should be taken to promote economic growth and raise 
living standards while maintaining full employment and 
maximum stability in the internal price level. (2) In 
addition to its main function, the Council shall, as and 
when it deems appropriate, report on the following: 
the main economic and financial problems which affect 
costs and internal price stability; the provision of finance 
for expanding primary and manufacturing industries and 
services; ensuring that the creation and issue of money 
is kept in balanced relationship to the production of 
goods and services; and any reforms in the monetary 
system it deems desirable. 

Source: Reserve Bank of New Zealand, New Zealand 
News Review, Wellington, New Zealand, 
May 5, 1961. 


Western Hemisphere 


Venezuela's Essential Import List Modified 

The list of imports into Venezuela eligible for ex- 
change at the official rate of Bs 3.35 per U.S. dollar 
was curtailed on May 24, 1961. Among the items ex- 
cluded from the list of essential imports are automobiles 
and parts for local assembly, radios, television sets, 
stoves, refrigerators, and certain textiles. On the other 
hand, imports of wheat, eggs, certain medicines, speci- 
fied raw materials, and machinery and parts have been 
added to the list. Imports not entitled to exchange at 
the official rate must be paid for through the free 
market, where the exchange rate has fluctuated around 
Bs 4.70 per U.S. dollar. 


Sources: Gaceta Oficial de la Republica de Venezuela, 
Extraordinary Number 685, Caracas, Vene- 
zuela, May 24, 1961; The Journal of Com- 


merce, New York, N.Y., May 31, 1961. 


Brazilian Financial Agreement with European Countries 

On May 24, in Paris, representatives of the Govern- 
ments of Belgium, France, the Federal Republic of 
Germany, Italy, the Netherlands, Sweden, Switzerland, 
and the United Kingdom concluded negotiations with 
the Brazilian Financial Mission headed by Ambassador 
Roberto de Oliveira Campos. Representatives of Aus- 
tria, Japan, the United States, and the International 
Monetary Fund were also present. 

Representatives of the European Governments stated 
that European cooperation in the Brazilian stabiliza- 
tion program would take the following form: (1) con- 
solidation and refinancing by the principal creditors 
over a period of ten years of about US$300 million of 
exchange commitments which would fall due between 
June 1, 1961 and December 31, 1965 and which arise 
from medium-term credits granted by European sup- 


pliers—the amounts falling due during the remainder 
of 1961, 1962, and 1963, in particular, would be sub- 
stantially reduced; and (2) arrangements by private 
banks, subject to the approval of their governments, 
for stand-by credits to assist in the implementation of 
the stabilization program. 


Long-term loans for economic development were 
also discussed, and the delegation from the Federal Re- 
public of Germany stated that the German Government 
is prepared, in principle, to participate in financing 
by such loans new development projects in Brazil, and 
to consider appropriate projects for this purpose. 
Source: Press Release issued May 26, 1961, in Paris, 

France, following the Brazilian Creditors’ 
Meeting. 
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